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EXPERTISE

MAKING TODAY'S RESOURCES
A STRENGTH FOR TOMORROW



L'Or al'slsuccesslislbased!onlthe!shared!passionitflemployeesiforlalsingle!business,lbeauty,!
and!on'alcommitment'tolthe!sameladventure,'which!lanlalcentury'ago.Moday,'the!group!
islimprovinglits!service!landlits!performance!by!reiventinglits!Operations!structure.!lt!is!
also!preparing!for'tomorrow!by'inventing'the!beautyof!the!futurelinlits!laboratories,!and!
by!developinglitsimajor'talents.!At!L'Or al,!business!expertise!and!the!constant!quest!for!
excellencelare!pushing!back!the!limits!oflefficierytand!creativity!levery!day.

Research and Operations Human Administration
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Expertise D Research and Development

Enhancing!beauty!
through!science

a ver since its creation by a researcher
E 100 years ago, the group has never
stopped investing in research.
For L'Or!al, there can be no innovative product
without an advance in knowledge. Driven by
this conviction, the group's laboratories
have constructed the largest scientific data base,
drawing on the observation of beauty routines and
the evaluation of product performances across
the globe. L'Orlal Research is constantly
anticipating regulations and consumption trends
to turn them into competitive advantages.
For many years, our researchers have been
helping to eliminate animal testing by the use of
reconstructed skin, supporting demand for
natural products by analysing plant-based
ingredients, and exploring the potential of the life
sciences to imagine the beauty of the future: a
beauty that will be active, personalised, and
respectful of the planet. 99

Jean-Franeois Grollier

Executive Vice-President
Research and Development

100 YEARS ON,
THE HAIR COLOURANT REVOLUTION

The L'Orlal adventure began in 1909 with
the Socilt! des teintures inoffensives pour
cheveux. Hair colourants were the core

business, and have remained so ever since.

The century has been marked by L'Orlal's
hair colourant innovations, one every
10 years: new colours, respect for hair fibre,
long-lasting colour, odour-free colourants...

Over the last three years, the pace has
accelerated. Replacing ammonia by a non-

Rubilane":!alpassion!for!colour

80% of the world's population has
dark hair, making grey hairs
immediately visible. To cover grey hair
or change its colour, women and men
want a colourant with warm, deep
tones which is also long-lasting. For
them, LOrlal laboratories have
developed Rubilane *, the result of five
years of research and a thousand head
tests in Europe, the United States,
Latin America and Asia. Its 3D
structure, the only one of its type in
oxidation hair colourants, provides

three essential qualities. Intense, very
deep and highly luminous tones,
particularly in the reds, and perfectly
uniform colour from root to tip from the
first application, which is shampoo-
resistant over time and maintains its
original tone. Ten tones are available in
2008 from LOR-.AL ProFEssIONNEL in the
copper, copper-red, red-copper and red
tints, in cream or gel-cream formulas.

aromatic base, L'Orlal invented odour-free
colourants with Casting Cr"me Gloss. By
diversifying its technology, L'Or!al created
a twin-tone colourant, with application time
cut from 40 to 10 minutes, marketed as
Excell 10'. Constantly listening to consum-
ers and professionals is always a source of
innovation. L'Orlal thus developed Rubi-
lane”, an unprecedented 3D molecular
structure which opens up a previously inac-
cessible spectrum of colour: deep copper
reds, longer lasting with remarkably high
performances. The genius of a dozen



highlhights

Japan:creation!oflalhigh!technology!
department.

China: creation!oflalbiology'and!
reconstructed!skin!unit.

Brazil: creationloflalresearch!and!
developmentlunitlin!Rio!de!Janeiro.

France:creation!ofltwo!laboratories,!
specialisinglinlecotoxicity!and!
high-throughput!performance!!
evaluation!ofinew!activelingredients.

Europe: atlthelend!of!2008,!!

L'Or al'pre-registered!alllits!chemical!
substances!covered!by!European!!
REACh!regulations!(Registration,!
Evaluation,!Authorisation!and!!
Restriction!oflChemicals).

researchers, and thousands of head tests
on several continents, make this new gen-
eration of colourants a sure winner when it
comes to haircare innovation.

THE ODYSSEY OF
NATURAL COSMETICS

In 2007, L'Orlal created a natural and
organic cosmetics expertise unit. With cos-
metics expertise, its powerful analysis and
evaluation methods, and the know-how of
its formulators, L'Or!al has everything it

requires to demonstrate the efficacy of
natural cosmetics and develop concepts
that would be inaccessible today using con-
ventional chemistry.

A natural substance can include around a
hundred ingredients which no conventional

formula could contain. Even at a very low

dose, these substances are highly effective,
enabling minimalist formulation for maxi-

mum efficacy. Some sustainably developed
essential oils turn out to be more effective

than certain standard conventional ingredi-
ents, and thus enable self-protecting for-
mulas.

These initial advances, which will be intro-
duced into the SanorLorg, THE Bopby SHop
and GarniERbrands, are just the first signs
of a new kind of cosmetics which will reveal
the full extent of its performances and its
ability to meet aspirations for naturalness
and efficacy.

COSMETICS AND DERMATOLOGICAL RESEARCH CENTRES WORLDWIDE

Demonstrating the efficacy of natural and
organic cosmetics ingredients is a key objective.

11 IN FRANCE

Chevilly-Larue, Clichy (2 centres),
Tours, Aulnay, Lyon, Sophia Antipolis,
Monaco, Nice, Gigors-et-Lozeron,
Lassigny

Clark, Chicago, Princeton

3 IN THE UNITED STATES

3INASIA

1IN LATIN AMERICA

Kawasaki, Tokyo (Japan) Pudong (China) Rio de Janeiro (Brazil)

Gloss'reflects!researchers'lperseverance

Designing a lipstick means meeting three key requir

seem incompatible: a lipstick must be glossy, long-
How can a film be applied to the lips which is stro
supple enough to be comfortable without vanishing t

ements which at first sight
lasting and comfortable.

ng enough to be long-lasting,

he moment one eats

something, and smooth enough to be glossy? The answ  er: a family of polymers,

invented by L'Orlal's teams in collaboration with u
suppliers, the culmination of research which began
than 20 patents. The polymers' pendant-necklace str

niversity researchers and
in 2001, protected by more
ucture means that the

pendants adhere to the lip, making the lipstick long-lasting, while preserving

elasticity, suppleness and comfort on the lips. The
extreme gloss, and a supple, highly resistant film
A gloss with intense colours whose formulation had

without the risk of the lipstick bleeding.

result: intense colour,
which lasts for 12 hours.
been impossible up to now
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Expertise D Research and Development

Screening raw materials for efficacy
by means of physical (shown opposite)
and biological criteria.

COSMETICS INSTRUMENTSD
THE PROMISE OF EFFICACY

Going beyond conventional applicators,
L'Orlal is exploring types of packaging and
applicators which will add to the potential
of formulas, for example by the use of
energy. A massage, a temperature differ-
ence or a vibration can stimulate skin cells,
smooth out circles around the eyes, or help
apply the product exactly where it is
needed. The initial results are conclusive.
GarniEREye Roll-on uses both mechanical
energy (roller massage) and thermal energy
(cold metal roller). The brand new $scilla-
tion mascara from LaNciME  uses micro-os-
cillation to spread the product evenly and
separate the lashes. These two innovations
came as a great surprise, and were a runa-
way success. Today, L'Orlal is inventing
cosmetics instruments while continuing its
research into instrumental cosmetics, which
is closer to medical processes such as laser
peeling, wrinkle fillers or injections.

THE @3BEAUTYOMICS® AND
ETHICAL BEAUTY OF TOMORROW

Cellular and then molecular biology has
enabled researchers to study the skin and
hair as living organs, made up of cells whose
functions change under the effect of age-
ing, stress and the environment. The advent
of 2omic® tools, such as transcriptomics
and proteomics, has thrown a new and
expert light on to ageing, hair loss and skin
repair or regeneration. The work of L'Orlal
researchers on the skin genes involved in
ageing has already paid off. It has enabled
the decoding of a family of proteins which
have a discriminating signature for skin
youthfulness, and the selection of active
ingredients which can re-express youthful
characteristics. Another team has suc-
ceeded in enriching or impoverishing in
vitro an epidermis of stem cells to correct
the damage caused by the effects of sun or
age. The first new generation anti-ageing
skincare products are being launched at the
start of 2009.

Anti-ageing:lalnew!approach!to!research

The beauty of the skin, its youthfulness,
how it ages, and its ability to protect
itself against stress and aggressions are
largely linked to the genetic heritage of
each individual. In collaboration with
internationally renowned teams in France
and Canada, L'Orlal's researchers have
made use of the tools of modern biology
to throw light on to the molecular targets
of skin ageing. In the process, they have
discovered that youthful skin and aged
skin have specific protein signatures, and
that these signatures change with age
and when subjected to stress. These
results have enabled them to select active
ingredients which are conducive to the

expression of youthfulness in skin by
acting on the proteins at the surface
of the epidermis, which are produced
by the activity of the genes. LOr!al
researchers were then able to select
active ingredients which have an
action on this family of proteins. The
power of these 2omic® tools has made
it possible to prove their efficacy
conclusively without using biopsies or
other invasive techniques. Several
active compounds have already been
evaluated using these techniques, and
will be included in the formulation of
a new generation of anti-ageing skin-
care products.

Work of this type requires a strict ethical
approach: the aim here is absolutely not to
modify the genetic code or play with varia-
tions in the expression of genes, but instead
to understand the result of the activity of
our genes on beauty.

These ethical considerations are also
reflected in the group's commitment not to
use laboratory animals to evaluate the
harmlessness of products, and not to affect
the well-being of future generations, by
adopting an eco-design approach.

In the evaluation of raw materials,
the absence of environmental impact is a priority.



INVENTING A CENTURY OF BEAUTY

From March 2009, the European Cosmetics
Directive prohibits the sale in Europe of
cosmetics products whose ingredients have
been subjected to certain types of animal
testing. This prohibition will apply to all
tests in 2013. To guarantee its ability to
innovate without making any safety conces-
sions, L'Orlal Research anticipated this
trend 30 years ago, by developing a safety
evaluation strategy based on predictive
approaches. They are based on data herit-
age built up over the past 100 years: a thor-
ough knowledge of ingredients, the results
of tests conducted up to now, the develop-
ment of in vitro tools (based on cell culture)
and in silico tools (statistical models used
to predict a toxological profile from a
chemical structure), the correlations estab-
lished between all these results and clinical
studies or 2Post-Marketing Surveillance®,
the sharing of data with the group's suppli-
ers and players from all other industries as
part of European partnerships, and above
all scientific advances.

These approaches are predictive of safety,
but also of efficacy, and this is their strength
when it comes to guaranteeing innovation.
For the 2013 deadline, the cosmetics indus-
try is working with great determination
alongside the whole range of industrial sec-

COSMETICS AND
DERMATOLOGICAL RESEARCH
EMPLOYEES

(including 50% of Galderma research employees)

tors, and the European Commission, which
plans to take stock in 2011 of the progress
made by research in this area.

To control the impact of products on the
planet, the L'Orlal laboratories have put in
place an eco-design approach which incor-
poratesbfrom the ingredient selection
stagebindicators about the traceability of
ingredients, what happens to them in water
and air, and their impact on biodiversity.
Suppliers of raw materials are involved in
this process, and are required to comply
with naturalness criteria from the ingredient

RESEARCH AND
DEVELOPMENT BUDGET

(" millions, including 50% of Galderma research
expenses)

Modern hlolu?lcal tools can conclusively demonstrate
the efficacy of cosmetics.

Innovating!!
by!controlling!!
thelimpact!!
products!have!on!!
the!planet

design stage. More than 15 years ago,
L'Orlal's researchers carried out the first
ecotoxicity studies with scientific experts
across the globe. In 2008, the group cre-
ated a laboratory specialising in ecotoxicity
at Aulnay-sous-Bois (France), which also
uses predictive methods to evaluate impact
on ecosystems.

In a changing world, thanks to advances in
knowledge, beauty is being invented in the
laboratories of L'Orlal, as it listens to con-
sumers all over the world.

Medaka fish eggs are a model for evaluating environmental harmlessness.

NUMBER OF PATENTS

(cosmetics and dermatological research)

3,268

3,095
2,961

2006 2007 2008

581
560

533

2006 2007 2008

628

576
569

2006 2007 2008
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Expertise D Operations

Targeting!excellence!
In!Operations!to!
achievelsustainable!
performance

he restructuring of Operations,
which began in 2007, is continuing
in order to increase efficiency and

a

92

CONTINUOUS STREAMLINING OF
PRODUCTION

L'Orlal has launched a multi-year pro-
gramme to significantly improve the effi-
ciency of its industrial facilities. For exam-
ple, unproductive time in packaging was
reduced by +6.4% in 2008. By optimising
industrial processes, it has been possible to
raise processing equipment capacity by
around +22%. The group is continuing to
roll out its Enterprise Resource Planning
(ERP) system, which now covers 44% of glo-
bal production. In Europe, the specialisa-
tion of plants according to technology has
led to the streamlining of production facili-
ties. Lastly, the acquisition of the Yves Saint
Laurent Beaut! industrial site has brought
the group new expertise in the fields of
make-up powder and lipstick.

ROLLING OUT
THE NEW SUPPLY CHAIN

By continuing with the integration and cen-
tralisation of the supply chain, which began
in 2007, the group has gained greater con-
trol over its logistical processes, enabling it
to react quickly and effectively to market
fluctuations. This fundamental change in
organisational and human terms has led to
improved service rates and better inventory
control. Logistic-related costs and invento-
ries have been kept under control in an

creativity while lowering costs. The same
organisational model has been applied in
four geographic poles (Europe, Asia,

Latin America and North America), and

the setting up of mutualising processes

has continued. Furthermore, the ongoing
move to specialise plants by technology

is modernising the industrial facilities and
optimising the supply chain. Lastly, concrete
initiatives are being taken to develop

a sustainable partnership with our suppliers.99

Jean-Philippe Blanpain
Managing Director Operations

adverse environment thanks to a policy of
concentrating logistical centres and hubs in
Europe, and redesigning transport plans in
North and Latin America.

CENTRALISED PURCHASING

In an extremely challenging economic con-
text, centralising all L'Or!al purchasing

under a single authority in four purchasing
centres across the globe helps offset the rise
in raw materials prices, boosts efficiency and
speeds up innovation projects. The group

(Millions of units)

is continuing to build sustainable partner-
ships with its suppliers, who can now take
advantage of a special section on the cor-
porate website www.loreal.com. In China,
200 suppliers and subcontractors were
invited to a convention aimed at improving
their performance in Safety, Health, the
Environment and Human Resources, follow-
ing audits of our suppliers on labour stand-
ards arranged by the group.

Cosmetic plants output 4,484 4,720 4,620
(" millions)

Cosmetics investments

(production and physical distribution commitments) 270 248 243
Index (base 100 in 2006)

Comparable product purchasing price index 100 97.5 96.5
Western Europe 51% 45%
North America 22% 23%
Rest of the World 27% 32%
TOTAL 100% 100%



highlhights

Roll-out of the new supply chain
organisationinifourlgeographic!poles!
(Europe,!Asia,!LatinlAmerica,land!!
North!America).

L'Orlal bolsters its industrial presence
at the gateway to the Middle Eastt
with!thelacquisition!oflthelcompany!
Canan,!which!has!alplant!near!lstanbul!
(Turkey).

Centralisationiofialllgroup!purchasing!!
in'four!geographic!poles.

The Libramont (Belgium) site
chooses green energiylinstalling!!
albiomethanisation!facility!on!the!plant!
site.Thel!facility,'which!will'be!started!up!
in12009,!willlenable!an!eightfold!reduction!
in!CO,!lemissions!at!fulllload.!

COMBINING
PACKAGING INNOVATION WITH
ENVIRONMENTAL PROTECTION

In 2008, the packaging innovation policy led
to the filing of 71 patents and the launch of
major new products such as $scillation by
Lancive |, the first powermascara by micro-
oscillation. Combining innovation with sus-
tainable development is the goal of
L'Orlal's Packaging Research. In accord-
ance with its certification by the FSC (Forest
Stewardship Council), the group is commit-
ted to using only paper and cardboard
packaging made from pulp originating from
sustainably managed forests.

MINIMISING IMPACT ON THE PLANET

In 2008, the main environmental perform-
ance indicators once again improved sig-
nificantly, thanks to the strong commitment
of the different sites, and the ongoing policy
of sustainable building construction (see
page 22, Environment section). Safety results
also improved, with an enlarged frequency
rate® reduced by +15.6%, following the
worldwide launch of two major training pro-
grammes.

(1) Enlarged frequency rate: number of L'Orlal employees or
temporary staff who have had a lost time accident and injured
L'Orlal personnel in light duty per million hours worked.

INDUSTRIAL FACTORIES IN THE WORLD

Commitments

Certification of a lipstick mechanism (Tokyo, Japan).

Towards!new!formslof!sustainable!packaging

In October 2008, L'Or!al signed a convention with E
one of France's most prestigious engineering school
Bioplastics. The group is committed to funding rese
solutions to plastic resins derived from petrochemi
five years. Bioplastics use renewable natural resou

cole MINES Paris-Tech,
s, to create a Chair in
arch into alternative
cals over a period of
rces, are biodegradable

in most cases, and minimise carbon dioxide emission s into the atmosphere.

L'Orlal is thus adopting a sustainable development
encouraging advanced research in a field of interes

approach while
t for its industry.

EUROPE
22 factories (including 14 in France)

NORTH AMERICA
8 factories

Consumer Products: 24 factories

@ Active Cosmetics: 2 factories O Dermatology: 2 factories

@ Luxury Products: 7 factories

LATIN AMERICA

3 factories 4 factories

Professional Products: 3 factories
@ Raw materials: 4 factories

AFRICA + ORIENT + PACIFIC ASIA

5 factories
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ExpertiseD Human Resources

3'OR#AL & ME® @:
OUR MUTUAL COMMITMENT

2008 marked a new stage in L'Orlal's
Human Resources policy with the launch of
al'Orlal & Me® @, This new programme,
signalling a genuine mutual commitment

between the group and each of its employ-

ees, will be rolled out progressively in all

countries between now and 2010.

(1) @'Orlal & moi° in France.

Developingland!
engaging!our!people

4

tis our ambition to make L'Orlal
the employer of choice in every market
where the group is present.

We therefore strive to attract the best talent and
create a strong relationship with each and

every one of our employees, based on a long term
career vision. While the employment market

is becoming increasingly competitive through
changing demographics, it is more than ever

the mission of our Human Resources teams to
support sustainable growth by developing

our expertise, realising individual potential,
promoting and retaining the talents of the future.
It is also the mission of our teams to accompany
the divisions in their organisational and business
development projects, respecting L'Orlal's social
values, and with the best interests of each
individual employee constantly at heart. 99

Geoff Skingsley

Executive Vice-President

Human Resources

al'Orlal & Me® @ builds on the strengths
and traditional values of L'Or'al and pro-
vides concrete answers to the employee
expectations that were highlighted by the
internal opinion surveys in 2006. 2L'Orlal &
Me° ®encompasses all the L'Or'al's Human
Resources policies and practices on career
development, appraisal, remuneration and
training applicable to all its employees
worldwide. It evokes the core principles of
L'Orlal's human resources policy which is
focused on the individual and on the group's
ambition as a responsible employer.

al'Orlal & Me°® ™ supports managers in
developing their teams, fostering engage-
ment and rewarding contribution through
policies which include a worldwide appraisal
system and a dynamic and individualised
career management process. It reinforces
L'Orlal's culture of providing continuous
feedback on performance, competencies
and employee aspirations. With 28L'Orlal &
Me®° @, 'Or'al is underlining its ambition to
forge a sustainable relationship of mutual
confidence with each of its employees.



highlhights

49,000 students from all over

the world took part in one of

L'Orlal's four business games,each!of!
which!coverslalparticular!discipline.

Creation of 28L'Orlal & Me® @11
alnew!policy!of!lmutuallcommitment!
betweenlthe!grouplandlitslemployees.

Launch of 2EurOpportunity® !
tolprovidelinternationallinternships!!
withinlall'Or allbusinesslin!Europe!!
tolthelbestlstudents!fromlour!key!partner!
universities.

Inauguration of L'Orlal's fifth
learning centre in Dubai !
following'onlfrom!Shanghai,'Rio,!!
Nework!and!Paris.

L'Orlal's first@Disability Initiatives
Trophies® lawarding'severallof!!
thelgroup's!business!units!for!their!
concretelinitiatives!on!disabilitylissues.

L'Orlal won a®sustainable
engagement® awardforlitslemployee!
retirement!savings!scheme!(PERCO)!!
setluplin!Francelin!2003.!

BUSINESS GAMESDA UNIQUE
EXPERIENCE FOR STUDENTS

The!4"ledition!of!!

al'Oreal Ingenius®
took!placelin!11!countries.!
Engineering!students!!
had!the!chance!tolexpress!
theirlcreativity!in!!
putting!sustainable!
developmentlat!the!heart!
oflthelcompany's!!
industrial'process.!

al'Oreal Estrat 8° ,!!
alstrategiclgame,!!
simulating'alcompany!in!!
alvirtual'environment,!!
attracted!44,000!students!!
from!110!countries.

Thelfirstlprize!!
oflthe!16"ledition!of!!
thePL'Oreal Brandstorm®
business!game!!
waslawarded!tolalteam!
from!Utahlin!the!United!
States!wholimagined!!
the!marketing!strategy!for!
alrangeloflsunscreen!
products.!

RECRUITMENT: SHARING THE PASSION

In order to reach its development targets,
L'Orlal's Human Resources teams must
have the ability to detect, attract and con-
vince the best talents who will drive future
business activities. This requirement is a
reality on all continents, as much in fast-
growing countries where the group recruits
and trains a considerable number of man-
agers, as in those markets where the group
has traditionally always been present. Cou-
pled with this is the belief in diversity, and
all that it offers as a source of progress, cul-
tural richness and performance for building
our teams all over the world.

To fulfil this mission, L'Orlal has set up an
original recruitment policy, based on a key
conceptbasharing the passion®Pof the
L'Orlal adventure.

In 2008, the Universum Survey ranked
L'Orlal as the ideal employer in Europe for
Marketing students. And at the same time,
L'Orlal came out top in the Trendence Sur-
vey as the favourite company for European
business students.

DEVELOPMENTD
A CORE GROUP CONCERN

L'Orlal's sustainable growth is based in part
on the ability to anticipate training needs in
all areas of activity and develop individual
talents. In order to pass on expertise and

ensure that all employees have access to
training programmes, L'Orlal has set up
regional learning centres in the United
States, China, France, Brazil, and now in
Dubai.

TRAINING PROGRAMMES FOR THE
MARKETING AND RESEARCH TEAMS

Innovation and creativity are vital for L'Or!al
and a comprehensive development pro-
gramme has been implemented for its mar-
keting and research people.

Osmose

This seminar is part of the 2Must Have®
series of training programmes, designed to
provide each manager with the core essen-
tial requirements for the job. Offered to
both the marketing and research teams, it
opens up the world of marketing to L'Orlal's
laboratory staff, provides training in scien-
tific expertise for its marketing people, and
helps accelerate and ease this essential link
in the innovation process.

Creativity 360"

Stimulating the creativity of L'Orlal's mar-
keting teams is the aim of this course. Based
on the principle of 2action learning®, the
courses are tailored to the operational
needs of a specific team. After Brazil and
Europe in 2007, China and the United States
launched the course in 2008, which is now
deployed in 11 countries.

al'Or al'lnnovation!Lab®Pcreating!the!cosmetics!ofltomorrow!

3'Orlal Innovation Labe is a unique business game
students (chemistry, physics, biology and agronomy¥4
the cosmetic products of tomorrow in the group's la

In 2008, for its 2 " edition, 40 finalists spent time in Paris with LO
learning about the science behind the products in w
instrumental or cosmetoclinical evaluation. In team
role of researchers and presented their vision of t
tomorrow to a jury composed of L'Or!al experts in s
This innovative game reflects the importance of res
enables the group’s recruitment teams to strengthen
universities and science schools in order to detect

In 2009, 2l'Or'al Innovation Lab® will be extended

which offers science and research
) the opportunity to imagine
boratories.
rlal research teams
orkshops on sensorial analysis,
s of four, they then took on the
he men's skincare products of
cience and marketing.
earch to L'Orlal business, and
their partnerships with the best
the researchers of the future.
to the United States and China.
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DCREATIVITY 360!
Training in Shanghai (China).

CHANGE IN WORKFORCE

ENCOURAGING DIALOGUE

Social relations are based on confidence
and mutual respect, and rely on open, par-
ticipatory and permanent dialogue between
the employees, their representatives and
Management. To this effect, more than
24,500 employees are represented by the
IEDS (European Council for Social Dialogue)
at L'Orlal.

REWARDING
COMMITMENT AND PERFORMANCE

L'Orlal's aim is to offer individual and col-
lective remuneration packages to attract
and retain talented individuals. Each indi-
vidual's contribution is assessed on the
basis of his or her performance and recog-
nised through a competitive salary. Collec-
tive remuneration schemes are a further
means of developing employee loyalty and
contributing to global targets.

In 2008, the group was awarded the Troph!e
de I'Engagement durable (Trophy for sus-
tainable engagement) for its employee
retirement savings scheme (2(PERCO?°)
which was implemented in France in 2003.
This award highlights the innovative and
ground-breaking nature of the scheme
which enables staff to save part or all of
their profit sharing for retirement.

SUPPORTING
PROFESSIONAL DEVELOPMENT

In 2008, L'Orlal undertook in France a review
of job classifications in the production and
logistics sector in order to establish the key
competencies of each position. This project
aims to support the professional develop-
ment of L'Orlal's employees working in the
factories and distribution centres in order to
ensure that each person has an outlook on
career development opportunities within,
and between, specific areas of expertise.
The project was carried out in association
with trade union representatives in Europe
and will continue in 2009.

BREAKDOWN OF EMPLOYEES BY GEOGRAPHIC
ZONEWAT DECEMBER 3F7, 2008

60,851 ®

I 16,197

2006

 Global workforce

67,662 ®
63,358 M
I 16,975 | 17,881
2007 2008

Global number of executives®

5.0%
Other regions

14.9% Asia

Latin America

22.6%
North America

‘ 20.1% France

25.7%
Western Europe
excluding France

4.6% Eastern Europe

(1) Including The Body Shop since 2006, American distributors since 2007, and the whole of the Club des Crlateurs de Beaut! and YSL Beaut! since 2008.
(2) Global number of executives in the cosmetics branch, excluding YSL Beaut!.



Taking'actions!for!diversity!and!
equallopportunities

The group illustrates its commitment to diversity and equal opportunities through a number of

concrete initiatives.

Diversity:!'7,500!managers!already!trained

The Diversity training programme for managers, laun  ched at the
end of 2006, is a pillar of the group's diversity p  olicy. Its objective

is to help managers identify and overcome their own personal
barriers and formalise action plans. The roll-out o  f this seminar
was considerably stepped up in 2008: 4,660 managers  Bincluding

2,900 in France and 360 in SpainBreceived training,  meaning that
7,500 managers in 32 European countries have beent  rained over
the last two years. Pilot sessions have now beenla unched in four
new countries: Russia, Austria, Greece and Switzerl and.

LOr al's!firstPDisability!Initiatives?!
Trophies

Convinced that a policy promoting diversity cannot

be complete

without a policy on disability, LOr!al considers t hat welcoming,
integrating and ensuring the professional developme  nt of
disabled persons is an essential commitment towards  its
employees and all parties concerned. In line with t  his very
determined approach, L'Or!al organised the first L' Orlal
aDisability Initiatives® Trophies, awarding group b usinesses for
their specific actions on disability issues around  the following
themes: recruitment and employment sustainability f  or disabled
persons, partnerships with companies in the protected sector,
awareness-raising initiatives on disability issues, and accessibility
to premises and information.

Promoting!thelemploymentloflolderlindividuals

In April 2008, LOr!al hosted the first forum on Em ployment &
Diversity, on the theme of @Making the most of the second stage of
a career®, aimed at the over-45s. Its objective was  to promote the
experience of older individuals and break down age- linked
stereotypes. Under the patronage of the French Mini  stry of
Economy, Industry and Employment, and initiated by the group in
partnership with other organisations, this forumfa  cilitated meetings
between around a dozen companies and two hundred ex  perienced
mature profiles.

BREAKDOWN OF FEMALE AND
MALE EXECUTIVES IN 200&

Equallopportunitieslagreement

L'Or'al has been engaged for many years in an activ. e
social policy promoting equal opportunities between
men and women and developed, very early on,
parental assistance schemes providing favourable
conditions in which to reconcile career and family
life. In 2008, an agreement was signed between
L'Orlal and the trade union organisations in France,
formalising the group's commitment in favour of
equal opportunities. This agreement sets out the
principles that L'Orlal means to guarantee inthew  ay
of equal opportunities for men and women.

BREAKDOWN OF FEMALE AND MALE
MANAGEMENT COMMITTEE MEMBERS IN 2008%
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FINANCIAL COMMUNICATIONS

The financial communications team ensures
that comprehensive and transparent infor-
mation is provided to institutional investors
and individual shareholders, and to finan-
cial analysts and the financial press. In 2008
communications efforts were stepped up
both for institutional investors, particularly
outside France, and individual shareholders
in the major French regions.

INFORMATION SYSTEMS
TO DRIVE OPERATIONAL EXCELLENCE

At the end of 2008, the implementation of
the group's Enterprise Resource Planning
system covered some 85% of group sales.
It was extended in particular in the Ameri-
casbUnited States, Peru and Venezuelab
and in AsiablIndia and the ASEAN coun-
tries. Moves to facilitate the convergence
of technical platforms continued, particu-
larly in Spain and Northern Europe. The
integration of the information systems of
the YSL Beaut! businesses was also started
up rapidly across all the operational zones.
Finally, efforts continued to ensure that
employees are equipped with effective
communication and mobility tools.

Ensuring!financial!
stabilityland!!
thelefficiency!of!
organisations!

a

helAdministration'and!Finance!Division!of!
L'Or al'continued!tolapply'albalanced!

financial'policy!in!2008.!The!policy!'was!
supported!bylinitiatives!tolimprove!the!productivity!of!
bothloperational!structures!and!systems!made!
available'to'theloperational'teams.!Theladministration!
management,land!financelteams!played!an'active!part!
in'theloperational!performance!oflthe!businesses.!!
Theirlcontribution!was!particularly!focused!on!
tightening!up'internallcontrol,!'monitoring!cash!flows!
and'ensuring!rigorous!control!of!performance,which§!
communicated!upon!extensively!to!thelfinancial!
community'and'individual'shareholders.!The!group!
actively!continuedlits!policy!oflenhancing!the!secunt!
oflfinancing,!while!strengtheninglits'already!robutl

balance!sheet

Christian Mulliez

Executive Vice-President
Administration and Finance

MANAGEMENT/CONSOLIDATION

The organisation of the group's manage-
ment/consolidation is based on a solid and
seamless decision support information sys-
tem used to anticipate and precisely man-
age economic performance. The develop-
ment of information systems continued in
2008 to improve responsiveness in updat-

ing financial data, giving managers greater
flexibility in running the company and
adapting decisions in view of the economic
environment. The management teams are
constantly vigilant in their cost control, and
make sure that the guidelines set out by the
General Management are implemented.

The merging of teams in single sites continued, as in Spain where a new headquarters was opened.



highlhights

Strategic acquisition of YSL Beaut! !
ColumbialBeauty!Supply'in'the!United!
States,!and!50%!of!Club!des!Cr ateurs!!
de!Beaut .

L'Orlal receives the Annual Report
1% Prize awarded!byPLaVie!Financi#red
inlpartnership!withPLes!Echos®.

Finalisation in Europe and roll-out

in Asia of pooling programmes
to!lstrengthen!theloperational'efficiency!of!
supportlstructuresbinformation!systems,!
human!resources,!finance!and!purchasing.!

L'Orlal Annual General Meeting of shareholders, Paris, April 22", 2008, Carrousel du Louvre

TAX

The mission of the Tax department is to
secure and optimise the group's tax obliga-
tions and verify compliance with the laws and
regulations of the countries concerned.

INTERNAL AUDIT
CARRIES OUT CONTROL

The internal audit team carried out 47 mis-
sions in 2008. The audits related to 32 com-
mercial businesses representing some 30%
of group sales, and 11 plants or supply
chains; the plants audited represented
some 14% of total worldwide production in
unit terms. In addition, four other missions
were carried out on more specific or cross-
functional topics. Audit missions result in
the drawing up of a report setting out the
findings and the associated risks, and mak-
ing recommendations under an action plan
to be implemented by the entity audited.

SOLID BALANCE SHEET AND
SECURING DEBT

L'Orlal's balance sheet is solid. Financial
debt is reasonable: net financial debt totals
* 3,700 million, or 31.3% of equity. The net
financial debt consists partly of medium-
term bank loans, most of which mature in
2011-2012; the rest consists of commercial

paper secured by confirmed credit lines.
The group has for many years negotiated
agreements with its main banks in order to
obtain favourable conditions for the financ-
ing of its debt. Furthermore, the group has
a financial stake of 9% in Sanofi-Aventis.

LEGAL AND INSURANCE

The legal department provides advice and
exerts control within the divisions to ensure
the protection of the roll-out of our busi-
nesses, in compliance with laws and regula-
tions. Its missions include creating, manag-
ing and defending the group's brand assets,
ensuring the legal security of the businesses'
operations, and devising risk prevention,
defence and litigation strategies relating to
any legal disputes. In the insurance field, the
group continued in 2008 to set up global
programmes, particularly in third party liabil-
ity, material damage and operating loss, and
transport insurance.

Commitments

Improving!management!
standards!and!internal!
control!procedures

As part of its ongoing internal control
effort, the group has taken an initiative
to improve management standards and
internal control procedures. The issues
covered are those most frequently
encountered by the internal audit
teams, concerning in particular subsidi-
aries' procedures for transactions with
customers, supplier relations, and the
protection and management of inven-
tory and tangible assets.

The initiative is based on 2best practices®
in the divisions and zones, and on the
recommendations made by the internal
audit teams. The goal is to set out more
formally the instructions necessary for
better operational implementation of
the key principles stated in the group's
reference document, Les Fondamentaux
du Contrele Interne

Normes
Transactions Clients
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